





AST year’s insurance balance sheets show gratifyingly 
little sign of strain. Ultra-dear money and deflated 
equities must have cut deeply into investment reserves, and 
these had already absorbed a sustained depreciation of fixed 
interest holdings over earlier years. It would not have been 
surprising if several of the life offices (including the life de- 
partments of the composite companies) had shown a short- 
fall between the market and book values of stock exchange 
securities. In fact, only a few had to do so, and these cases 
afford no ground whatsoever for misgivings. If there had 
been any sign of uncovered depreciation of securities held 
by non-life funds, there might have been occasion for con- 
cern. But all the insurance companies have given the statu- 
tory certificate that balance sheet values are, in the aggregate, 
within actual values. The insurance industry could hardly 
have passed last year’s searching test so well without the 
help of equities. There was no evidence of any change in 
investment policy in 1957; on the: contrary, more money 
than ever before seems to have gone into ordinary shares. 
Worrying as 1958 must have been, fixed interest stocks 
in fact fell further—and from a greater height—in 1949, 
1951 and 1955. Equities did not fare too badly last year, as 
measured by the criterion of the broadly based Actuaries’ 
Index, although the Financial Times index fell by 7.6 per 
cent. There has, in fact, been an eleven-year slide which has 
halved the price of irredeemable fixed interest stocks. But 
the life offices would not have suffered to this extent since the 
bulk of their fixed-interest holdings are dated stocks. The 
experience of individual offices has no doubt varied con- 
siderably. Those with an above-average stake in ordinary 
shares—and especially those that hold dollar equities 
—should have fared better than the rest. But the 
timing of expansion plays a big part in the outcome of 
investment as well as skill and luck in investment policy. 
Only one office regularly discloses its investment experience. 
At the end of last year the National Mutual—one of the 
smaller mutual offices that has not been expanding aggres- 
sively—had 1.7 per cent of its total assets in hand after 
writing down stock exchange securities to market values. At 
the other end of the scale the Legal and General—an office 






























































































































































BRITISH INSURANCE 


Investments Weather the Storm 


that has grown very fast until it is now second only to the 
Prudential—reported uncovered depreciation in the life 
department of 2.6 per cent of the book assets ; its properties, 
which form a high proportion of total assets, have 
appreciated, 

Appreciation of fixed interest stocks during the first half 
of 1958 has been sufficient largely to eliminate last year’s 
losses, and equities too are well up. Life offices naturally 
do nut court depreciation of their assets, but if it occurs 
they can, with perfect propriety, write down their actuarial 
liabilities. If market rates of interest change considerably, it 
is entirely proper to adjust the rate of interest used in the 
actuarial valuation. This rate is based on a conservative 
assessment of the trend of the market rate. A rise in 
the rate used for the valuation reduces the liability 
on the policy and thus releases part of the reserves 
that the actuary had previously set up against the 
policy. 

This release of reserves thus acts as a counterweight 
to the fall in the value of the investments held in the fund. 
Conversely, it may be necessary to set up additional reserves 
if rates of interest fall sharply and remain at low levels. 
Two conditions must be fulfilled. Depreciation that does 
not stem from a rise in the rate of interest cannot be offset 
in this way ; and the maturity dates of the assets and of 
liabilities must be reasonably well matched. These principles 
have been aptly illustrated by the chairman of the Legal 
and General. If the rates (of 23 per cent for assurances and 
3 per cent for annuities) that were assumed in the actuarial 
valuation at the end of 1956 were increased by } per cent— 
an increase that would “still be well within the net rate 
currently earned”—a “surplus greater than the stated 
depreciation of assets” (£8 million) would be released. The 
Legal and General has 85 per cent of its fixed interest port- 
folio in dated stocks. The high proportion of dated stocks 
held by the insurance companies is comforting when the 
market falls, but it makes them more vulnerable to a fall in 
the rate of interest than to a rise. Dr Dalton in his heyday 
alarmed insurance boards more than Mr Thorneycroft did 
last September, 
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There are special reasons for the satisfactory condition 
of non-life balance sheets. Assets of fire, accident and 
marine funds are in general invested shorter than life assets ; 
it is common prudence to hold large blocks of readily 
realisable securities against the possibility of heavy claims. 
Of greater importance are the substantial dollar assets— 
mainly bonds—of the leading composite insurance com- 
panies, depreciation of which in 1957 was relatively light. 
Finally the substantial appreciation in terms of sterling of 
surplus dollar assets dating from the devaluation of the 
£ in 1949 provides a useful cushion. The London and 
Lancashire was, for example, able to report that inner 
reserves at the end of 1957 still amounted to 25 per cent 
of the balance sheet value of non-life investments. 

The analysis of balance sheet changes that was initiated in 
last year’s Survey is brought up to date in Table I. The 
adjusted figures for 1956 roughly correct the distortion 
caused by the revision of the dollar-sterling rate of exchange 
adopted in the accounts of the important Royal-Globe group. 
In 1957, and probably in other years as well, some offices 
wrote up the book value of their equities and wrote down 
their fixed interest stocks (mainly gilt-edged). This practice 
may cause a few raised eyebrows, though it amounts in fact 
to nothing more than a rearrangement of market apprecia- 
tion and investment reserves, and does not affect the total 
real value of the portfolio on which the directors must give 
their certificate. But it does affect the apparent distribution 
of the portfolio between different classes of securities and 
it must account for some part of the record increase in the 
book value of ordinary shares last year, at the end of which 
the institutions seemed to be going slow with new equity 
investment. But the main outline is clear enough. Many 
life offices are reluctant to add to their holdings of gilt- 
edged, although they are sometimes active switchers and 
if they run big pension funds, gilt-edged at recent prices 
must suit them very well. They are staunch supporters of 


TABLE I.— INCREASE IN INSURANCE ASSETS — 44 OFFICES 
£ million 


) ] 

| Other | Increase 
Y Gilt- | Deben- _ Prefer- Equiti tock in 
— Edged | tures | ence | eras Exchange’ total 


| Securities’ Assets* 


1953... 66 | 4 234 
1954 ... 31 70 289 
1955 ... | —24 56 | 283 
6. <<. |-=24 62 337 
1956t... | —24 46 265 


1957$¢... | —20 84 | 321 


ons Oe 3 | | 3 


* Including property and mortgages. + After adjustment for writing-up 
by Royal group ; the figures are approximate. + 45 offices. 


new debenture issues at the right price (including, one 
suspects, convertibles, in spite of Sir Frank Morgan’s 
comments at the Prudential meeting) ; on occasion they 
nibble at preference shares and they remain convinced of 
the merits of equities. 

Investment in property absorbed £46 million last year 
and loans of all kinds £70 million. Large scale investment 
in. property is a speciality of a few offices ; lettings at rack 
rentals can be a good hedge against inflation, but good 
management is essential. Policy loans (which life offices are 
bound to make on demand) have been increasing for some 
time as bank managers wished overdrafts secured on life 
policies onto the office that issued them. Insurance com- 
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panies have also been under considerable pressure to increase 
their house purchase loans, which have been kept within 
bounds by various devices. 

Sheer size has its effect on the assets distribution of the 
giant insurance companies. - Yet there are sharp differences 
between the investment policy of the Prudential and Pearl 
on the one hand and the Legal and General on the other. 
Table III throws up many intriguing differences of practice 
among the 43 life offices. The stake in mortgage and other: 
loans ranges from 4.5 per cent to 47.0 per cent of total 
assets. In gilt-edged and near gilt-edged stocks the range 
is from 9.8 per cent to 44.5 per cent and in equities from 
5.5 per cent to 41.4 per cent. There are now nineteen offices 
with more than 20 per cent of their book assets in ordinary 
shares. In properties, the range is from virtually nothing 
to 27.5 per cent of total assets. There is no apparent link 
between asset distributions and high bonuses ; no combina- 
tion of assets is demonstrably superior to any other by this 
criterion of bonuses, which is the only one open to the 
public. 


IFE Offices traditionally plough all capital profits back 
9 into investment reservés. Bonuses to participating 
policy-holders and dividends to the shareholders of the pro- 
prietary companies are paid wholly out of trading profits, in 
which surplus interest earnings predominate. (A few offices, 
however, have recently made a praiseworthy attempt to hold 
the scales fairly between present and future policyholdets 
by declaring special bonuses out of part of the accumulated 
capital profits: this movement might have spread further 
but for last year’s investment upheaval.) Interest income 
is therefore very important to a life office; it must, for 
instance, be a nice point where to draw the line between 
income and growth equities. For the first time in a quarter 
of a century the average net yield on the life and annuity 
funds of the life offices last year exceeded 43 per cent. 
The steep rise in bonuses since 1950—when the average 
yield was a full percentage point lower—is discussed on 
a later page. The yields in Table V do not take capital 
appreciation or depreciation into account. Changes in the 
yield on new money thus take some time significantly to 
affect the overall yield. This year’s yield for most of the 
offices is almost certain to be higher than last year’s. There- 
after, if the present trend of interest rates continues, overall] 
yields will probably turn downwards. 

Some gross returns shown in the table seem high, particu- 
larly when non-productive assets and the assets acquired 
during the cheap money era are taken into account Nine 
offices earned more than 6 per cent and one topped 
7 per cent. These exceptional yields point to hidden 
fat or exceptionally profitable subsidiaries: they cer- 
tainly do not suggest a rash investment policy. Net 
yields measure the actual accretion to the funds ; because 
annuity business is an important branch and no longer a 
sideline the difference in taxation treatment of life 
and annuity funds makes separate accounts desirable. 
Ordinary life assurance business normally pays tax (at 
7s. 6d. in the £) on interest income less expenses of manage- 
ment ; annuity funds are now split into two parts for taxa- 
tion purposes, the pension annuity part being exempted 
from tax on income (but not on profits). It follows that 
where the difference between the gross and net yield of a 
combined life and annuity fund is small (as, for instance, 
for the Standard Life) annuity business is relatively large. 
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TABLE i.—DISTRIBUTION OF INSURANCE ASSETS 


Class of Asset 
Br. Govt. and Govt. guaran. stocks | 


Br. Mun., Overseas Gove. 
Debenture stocks . 


Total Assets of 45 Offices....... 
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Mortgages, including policy loans. 
Other investments 
Praperty wo cscece 
Cash, agents” balances, etc 


Preference shares . 
Ordinary shares... 
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CAPITAL REDEMPTION ASSETS OF 43 OFFICES—END 1957 
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sh Widows’. 
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sh Mutual .. 
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Summit for Bonuses ? 


IFE offices are doing uncommonly well for their partici- 
pating policy-holders, Bonuses are at or near record 
levels, and the lean times of the nineteen forties are but a 
faint memory. Can current bonus rates be maintained 
through the lifetime of policies now being taken out ? That 
is an assumption that none of the offices, conscious of the 
dependence of bonuses on future profits, would underwrite ; 
and the ordinary member of the public, for whom unbiased 
advice is hard to come by, finds the task of choosing the best 
policy tantalisingly difficult. But the experience of the past 
may give him a useful lead: dear money and buoyant divi- 
dends have had a dramatic effect on bonuses. Conversely, 
if interest earnings fall, bonuses are bound to follow them. 
For the man whose family responsibilities are heavy, the 
need for maximum cover is paramount. But as an invest- 
ment, the superiority of a with-profits policy (with its equity 
flavour) over a non-participating contract (which is, in effect, 
a fixed interest security) can hardly be doubted. That was 
true even when bonus rates were at their lowest. 

There is no magic about the source of life office profits. 
Once premium rates have been fixed, profits depend, as in 
any other business, upon trading margins and upon gearing. 
The bases on which actuarial valuations are made are altered 
from time to time, but these changes simply determine the 
rate of release of profits. The actual profits outcome 
depends upon mortality rates, upon the cost of management 
of the fund and—most important of all—upon the surplus 


TABLE VI.—INSURANCE EARNINGS AND DIVIDENDS, 


Underwriting Profits 


Net ' Ratio 
Trading (2) 
Surplus* — to (I) 


3 | 4 


Total 
Premium 
Income* 


Company Trans- 


£ per cent 
18,669,583 
11,058,168 


ferred from 
Life Funds (4) + *@) Earnings*} 


of interest income earned over the rate originally allowed 
for in the premiums. Capital profits are usually ploughed 
back to earn compound interest, though a few offices have 
in recent years distributed part of these capital gains. So 
long as assets and liabilities are matched, capital depreciation 
resulting from a rise in the rate of interest need not threaten 
the bonus. Bumper bonuses are, in fact, the product of high 
interest rates. 

The offices included in Table vil head the long list of 
those whose reversionary bonuses (payable with the sum 
assured) are now close to or above the highest rates that had 
previously been declared. The similarity between current and 
prewar peak bonus rates is striking. So is the close bunch- 
ing of the offices that pay high bonuses. Bonus rates must 
not, indeed be judged in isolation. The acid test is the 
amount paid when a policy finally matures and that sum 
must be related to the premiums paid. Current premiums 
for with-profit endowment assurances are about § per cent 
above prewar rates, and to that extent bonuses are less 
generous than they might appear at first sight. 

Declining mortality rates and economies in management 
have helped to swell life office profits. But it is interest 
earnings that have largely determined bonuses. In 1930, 
when interest yields and bonus rates both reached a peak, 
the average net yield on a large sample of life and annuity 
funds was £4 16s. 6d. per cent ; last year the corresponding 
figure was £4 Ios. §d. per cent, while in 1950 the net yield 


1957 


Interest Earnings and Dividends Ordinary Shares 


Reserves | 
Tot Net | Net Ratio to Price | Yield 
Interest | Ordinary | (6) remiums_ July 7, per 
Dividends | to (7) *t 1958 cent 


5 6 7 Ln 9 10 i il 
per cent | per cent 


106-4 124-7 
161-5n]| 107-8 


“ 
a 


£ 
619,921 
284,628 | 


£ £ 
366,957a) 659,791 


— 153,209b} 357,419 


75/6 
66/9 


64,092,813 
16,298,045 
34,992,857 
56,455,774 
30,399,585 
24,115,132 
33,212,722 
32,189,674 
| 30,560,478 
19,903,408 
35,708,805 
14,727,607 6,540 


131,428,450 |— 295,387 |— 
32,627,214 |— 483,226 
9,439,185 |— 248,409 — 
| 20,669,283 198,822 
18,005,035 |— 370,614 


Commercial Union ....... 

Eagle Star 

Employers’ Liability .... 

General Accident ‘ 

TRAD osccncaces sine 

London Assurance ........ 

London & Lancashire 

North British & Mercantile. 

Northern...... cenb'aneean 

Norwich Union . 

Phoenix 

Prudential (m) 

Royal (including Liverpool 
& London & Globe) .... 

Royal Exchange 

Scottish Union & National. 


|— 348,521 | 2,372,548 
i— 116,123d 891.748 | 
-I,! 76,496 862,907 
— 64,274 | 1,566,057 
— 119,720e) 1,186,869 
-1,141,618 | 787,639 
— 823,006 | 968,298 
—| 424,453 f| 1,188,149 
— 630,495g| 896,555 
|\— _ 76,544 | 394,434 
-l 081,116 | 1,120,373 
39,355 430,761 


— 200,387 | 3,385,215 
— 382,016 jj 1,015,410 
292,479 
198,822 


| 703,767 | 
— 278,437 | 416.260 


1,580,905 | 150-1 106-3 
159-1 131-1 
272-9 65-0 
242-1 72-1 
190-6 95-1 
183-4 97-8 
132-2 90-0 
167-0 37/9 
181-0 54/6 
155-9 : i? 


193-9 16} 
172-3 MB p.p. 33, 6 
75,9 


137-1 

193-6 67/9 

211-9 A’p.p.35 /- 

1Si-t 1426 
p-p. 103 


34/6 
66 /- 
108 /9 
30/6 
50/9 
38/6 
1163 
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2,468,636 | 
524,400 | 
138,000 | 
168 18 


AAUAUWM ADH UGAKUMAAUWVAUUAM 


Owowson o=- 


Yorkshire . 247-5 


164-6 


969,421 


* Excluding life, annuity and capital redemption business. + 


J sity 2 “* Reserves ”’ include share capital, all free reserves and the underwriting and additional reserves maintained 
for fire, accident and marine insurance. 


t After debenture interest and preference dividends. (a) Before £250,000 to general reserve and £96,552 written off investments. 
(b) Before £20,000 to investment and contingencies reserve and £12,500 written off investments. (c) Before £200,000 to contingencies and taxation reserve. (d) Before 
£9,155 written off investments. (e) Including £92,593 pre-acquisition profit of Caledonian ; before £116,255 to general and investment reserves. (f) Before £60,000 
to general reserve. (g) Before £85,000 to investment and contingency reserve, £401,824 capitalised and £100,358 capital reorganisation expenses written off. (h) Before 
£15,000 to investment reserve. (j) Before £460,800 written off investments. (k) Before £150,000 to foreign exchange account. (!) Including Caledonian acquired during 
the year. (m) General branch only, i.e., all business other than life ; three-quarters of the profits belong to the “‘ B ’’ shareholders and one-quarter to the ‘‘A’’ shareholders. 
(n) Excluding £63,250 special dividend. (0) Shares held by Norwich Union Life Insurance Society. 
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ASS URANCE 


Governor: The Right Hon. Lord Kindersley, C.B.E., M.C. 
Sub-Governor : The Hon. David Bowes Lyon Deputy Governor: L. W. Farrow, C.B.E. 


The Royal Exchange Assurance group of Offices provides a 

world-wide insurance service backed by long experience. The 

following are the associated companies having Head Offices 
in England. 


BRITISH EQUITABLE ASSURANCE COMPANY LIMITED 
CAR & GENERAL INSURANCE CORPORATION LIMITED 
LOCAL GOVERNMENT GUARANTEE SOCIETY LIMITED 
MOTOR UNION INSURANCE COMPANY LIMITED 
NATIONAL PROVINCIAL INSURANCE COMPANY LIMITED 
STATE ASSURANCE COMPANY LIMITED 
UNITED BRITISH INSURANCE LIMITED 





Head Office : 
ROYAL EXCHANGE, LONDON, E.C.3 
Enquiries will be welcomed at the Head Offices 
or Branches of any of these Companies. 





HEAD OFFICE: 1 KING WILLIAM STREET * LONDON °* E.C.4 
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was £3 10s. per cent. These figures speak for them- 
selves, though a complication has been introduced by the 
big increase in annuity business since the war. Future 
bonuses will ultimately reflect changes in the yield on life 
office assets. If a long period of lower interest rates were 
in prospect it would ultimately lead to reductions in bonuses. 
But the timing and the extent of any such reductions would 
turn on the terms on which annual premiums have been 
invested over the years and partly also on the behaviour of 
other factors—such as mortality—which affect profits. 

The improving trend of mortality is unlikely to be 
reversed. But the element in endowment assurance pre- 
miums to cover death risks is now so small that if early 
claims were confined to accidents, the additional mortality 
profit would not be significant. As for management costs, 
the life offices count themselves lucky nowadays if they 
manage to prevent the expense ratio (that is the proportion 
of premiums spent on management, including commission) 
from rising. So success in the investment field is likely to 
be the key to high bonuses in the future even more than 
in the past. No matter how much their other decisions 
differ, nearly all the life offices have one object in common: 
they are increasing their stake in equities year by year. 
Many offices have probably made as much money in this 
once taboo field as they have had to write off fixed interest 
stocks. This steady build up of equity portfolios should help 
to cushion the impact .on bonuses of any sustained fall in 
interest rates—unless, indeed, some form of dividend 
limitation were introduced. 

Some offices may have enough fat on them to bolster 
bonuses for some time at a rate above that currently earned ; 
an outstandingly high gross yield as shown in Table V 
can usually be taken to indicate big hidden reserves 
which make this possible. If the proportion of with-profits 
business is low, bonuses may be highly geared ; if partici- 
pating rights are not confined to the earnings of with-profit 
policies, even a marginal profit on the non-participating 
business may enable an office to declare a handsome 
bonus. | 

High bonuses pose a nice question of equity between 
present and future policy-holders, which is of particular con- 
cern for the mutual offices that predominate in Table VIL 
On sensible assumptions about future mortality, expenses 
and interest, existing premium rates may not yield enough 
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profit to maintain current bonuses. If interest at, say, 
4 per cent net is assumed—and that is a rate that until 
recently would have looked optimistic—a sharp increase 
in premiums would be needed to make new business self- 
supporting. It is most unlikely that any office would impose 
the full theoretical increase, but more than one office has 
recently increased its with-profit premiums. The adjust- 
ments have been small, but they are significant. Partici- 
pating annuities are a fairly recent innovation, but there is 


TABLE Vil.—HIGH BONUS OFFICES 


25-year Endowment Assurance 










Bonus Rate Sum 
Assuredt 
Company by 
Prewar | new 
Peak 1950* 1958* policy 


Equity & Law...... 
Equitable ecccccecce +17/6S 1 10/-S +20/-S 595 
Friends’ Provident... 42/-C 30/- 50/- 584 
London Life........ 40/-C 30/-C 45/-C 606 
National Mutual .... 45/-C 32/6C 47/6C 581 
National Provident . 63/-S 32/6S 55/-S 619 
Scottish Widows’... 42/-C 34/-C 46/-Cb 576 
ae a 42/-C 33/-C 42/-Cc 569 
UK Provident :— 
COGIGD cc cncdee 41/-C 33/-C 50/-C 567 
(Temperance) .... 43/-C 35/-C 51/-C 567 





S=Simple bonus on sum assured. C=Compound bonus on sum 
assured plus existing bonuses. * Last declared rate or interim rate if 
higher. + By an annual premium of £25 paid by a life aged 30 next birthday. 
(a) Plus 18/— per cent of existing reversionary bonuses in 1950 and 30/— 
per cent in 1958 ; a special reversionary bonus of 50/— C was also allotted 
from capital profits for 1953-55. (b) Plus an additional 30/— C from capital 
profits for up to five years on policies in force on December 31, 1955. 
(c) Plus 42/- per cent of existing reversionary bonuses. 


no reason to suppose that in the short run the trend of 
annuity bonuses will diverge from that of the more familiar 
reversionary bonuses on life policies. 

To sum up: bonus prospects depend largely upon future 
interest earnings. If money becomes progressively cheaper, 
the fall in the average yield on life and annuity funds will 
be relatively slow ; and though the impact on bonus rates 
might not be long delayed, it would not be violent. Today’s 
bonuses may not have quite reached the summit. But there 
are signs that they are nearing the end of their record- 
breaking climb on the back of dear money. 


Variable Annuities in Britain 


INCE the war, a new form of policy has been introduced 
S in the United States. It seeks to combine provision for 
retirement together with protection against the constantly 
falling value of money, and is called the variable annuity. 
The reasoning behind it is simple. Broadly speaking 
ordinary share prices move in line with the general move- 
ment of prices. So if the payments under a deferred annuity 
are made to reflect ordinary share prices they should, as a 
consequence, reflect changes in the cost of living. The link- 
ing of payments to share prices is the essential feature of the 
variable annuity. Life offices could write conventional 
annuities from a fund based on ordinary shares, but they 
would have to be cautious in applying the appreciation of 
the shares to bonus allocations and the basic guaranteed 
terms would have to be cautious, too. The essence of the 


variable annuity is that it gives the maximum immediat¢ 
return (or loss) to the policy-holder and that it protects the 
office against the investment risk. 

Thus the policy-holder gains the full equity advantage but 
carries the full equity risk. His premiums are applied to the 
purchase, at the current market price, of units in a trust 
fund composed of ordinary shares ; on retirement he receives 
income payments equal to the market price at the payment 
dates of a stipulated number of-trust units. That number 
will depend on the total units that have been accumulated 
during the period in which premiums are paid and on the 
policy-holder’s expectation of life when annuity payments 
start. If the cost of living goes on rising after his retirement, 
the annuitant can expect that the payments on his policy will 
rise too, since they are based on ordinary shares. By povl- 
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ing his resources with like-minded people in the purchase of 
variable annuities, the annuitant ensures that his past 
savings are certain to provide him with an income as long 
as he lives. 

It is not surprising that the variable annuity was an 
American innovation, for in the United States the life offices 
are largely prohibited from investing in ordinary shares and 
their fixed interest portfolios offer no hedge against inflation. 
The only insurance cover afforded by the original form of 
variable annuity consisted of tNe pooling of the longevity 
risk by the policy-holders themselves. The experience of 
the fund determined the size of the annuity payments ; the 
insurer took no risk ; and the prohibition against investment 
in ordinary shares was thus circumvented. In this country 
there is no such prohibition ; indeed, as this survey has 
demonstrated year after year, the growth in ordinary share 
investment by the life offices has been impressive. The 
fruits of such equity investment are being passed on to par- 
ticipating policy-holders and furthermore it is now possible 
to obtain deferred annuity policies to which bonuses are 
allotted from the profits of the life office. In these circum- 
stances what place can the variable annuity expect to fill in 
this country ? 


HAT a life office provides for its policy-holders ulti- 
mately depends on its risk experience and its skill 

in investment. In framing investment policy a life office 
bas to ensure that its contractural liabilities, expressed in 
terms of money, are met as they mature. Thus while an 
office may seek a high return from a leavening of equities 
among its assets, it will also seek stability in fixed interest 
stocks. But if the insurer is offering not a money contract 
but an equity contract depending directly on the eventual 
underwriting and investment out-turn of the annuity fund, 
then the assets backing the variable annuities can be 
freely invested in ordinary shares. If equity investments 
have to be sold at depreciated prices, the life office will 
not lose ; if they appreciate, the benefit can be passed 
on immediately to annuitants. Thus while a conventional 
monetary annuity with a participation in profits will 
provide a guaranteed minimum level of retirement income 
coupled with the prospect of bonus increases, a variable 
annuity, if the basic arguments for it are right, should 
provide a larger income over a period of inflation. If, how- 
ever, retirement coincides with a continuing slump in share 
prices the variable annuity payments may well be smaller. 
Individual annuity payments will certainly fluctuate. The 
annuitant must be prepared from the very outset of the 
policy for this inherent variability of eventual payments. 
It follows that a variable annuity is of a totally different 
nature from a conventional annuity contract and a certain 
degree of sophistication is needed on the part of the cus- 
tomer to appreciate the practical consequences of the differ- 
ence. For that reason alone, variable annuities are not likely 
to have a universal appeal. The emphasis must always be on 
variability and imprecision. Over a period ordinary share 
prices follow the same trend as prices generally, but there 
are times when they diverge appreciably. There is an 
unavoidable risk that the policy-holder’s expectations might 
not be fulfilled and he must never buy a variable annuity on 
the supposition that his real income from it will be com- 
pletely immunised against rising prices ; there is no guaran- 
tee that this will necessarily be so. At times during his 


retirement, share prices might be seriously affected by other 
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factors. It is this lack of certainty in a policy based on the 
decidedly elastic link between share prices and the general 
price level that needs to be clearly understood. Expectations 
are not certainties—the policy-holder is not getting the 
guarantee afforded by a money contract, coupled perhaps 
with bonus increases. It would not do for the reputation of 
the offices providing such contracts to be prejudiced by dis- 
appointment at the out-turn of a variable annuity because its 
possible disadvantages were imperfectly understood by the 
public and its proclaimed advantages assumed to be 
certain. 


ARIABLE annuities, therefore, must be left to make their 
V appeal to a limited and perceptive class of annuitants. 
In this class the self-employed, to whom justice was done in 
the Finance Act of 1956, are certainly an important com- 
ponent ; they at any rate might generally be supposed to be 
capable of appreciating the possible disadvantages of vari- 
able annuities as well as their advantages. The London 
and Manchester promptly took advantage of the Act to offer 
“Investment Trust Retirement Annuities” to the self- 
employed exclusively. These provide annuity payments 
equal to the market value at the date of payment of a 
number of ordinary share trust units (the number being 
governed by the age of the annuitant at the policy’s incep- 
tion) in return for a premium equal to the market value at 
purchase of 100 trust units. The London and Manchester 
thus undertakes the usual role of the insurer, but writes 
this policy in terms of trust units instead of in terms of 
money. A few months ago the Northern introduced its 
“Variable Annuity Plan.” This is on the lines of the 
American prototype and differs from the London and 
Manchester policy in that the number of trust units ulti- 
mately allotted to the policy-holder depends entirely on the 
underwriting and investment experience of this class of busi- 
ness alone. The Northern does not share in the profits of 
the variable annuity business and it is only at risk to the 
extent that the stipulated expense appropriation for its 
services might prove inadequate. Both offices frankly expose 
the uncertainties of variable annuities. The London and 
Manchester recommends that a substantial proportion of the 
policy-holder’s savings should take the form of conventional 
deferred annuities. The Northern will not sell its variable 
annuity unless a conventional deferred annuity with a 
premium of {100 a year is taken out. 

An integesting mutation of the variable annuity is pro- 
vided by the “Equitas” policy of the London and Edin- 
burgh. This is an endowment assurance and although it is 
non-participating in the accepted sense, it provides, in return 
for a slightly larger premium, a bonus addition to the 
guaranteed sum assured which is derived exclusively from 
realised capital appreciation from the assets deemed to be 
held against the policy. The disadvantage of this arrange- 
ment is the vulnerability of the bonus to a chance fall in 
share prices. 

The insurance offices in general show considerable reluc- 
tance to issue variable annuity policies—perhaps. because 
they feel that they ought not to connive in any move that 
would suggest that their major interest and that of their 
millions of policy-holders can ever be other than a stable 
currency. But there is enterprise in the industry and the 
perceptive part of the public now has the opportunity to 
back its own judgment about the value of money and 
economic progress over the next generation. 
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ATLAS 
ASSURANCE 


COMPANY LIMITED 


ESTABLISHED 1808. 


INSURANCE BUSINESS OF 
EVERY KIND TRANSACTED 


THE COMPANY ALSO ACTS 
AS EXECUTOR & TRUSTEE 


“‘Let Atlas carry the burden ”’ 
HEAD OFFICE: 
92, CHEAPSIDE, LONDON, E.C.2. 


For all classes of Insurance 


Yow ll be on good terms with 


NORTHERN 


ASSURANCE 


COMPANY LIMITED 


Head Offices : 
LONDON : 1 Moorgate 
ABERDEEN : ] Union Terrace © 


Branch Offices 
throughout the United 
Kingdom and overseas 


Founded 1836 + Group Assets exceed £86,000,000 
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SERS 


Personal Matters 
need 
Personal Service 


WHEN it is a matter so personal 
as insuring your life or property, 
you need someone who has not 
only sound technical knowledge, 
but understanding of the human 
problems involved. The sort of 
person you feel you can confide in. 

To more than 5,000,000 homes 
in Great Britain, the Man from the 


service with the personal touch 
—a service as friendly as it is busi- 
nesslike. 

He is easy to get in touch with. 
Ask a friend or look up the address 
of the local office in the tele- 
phone directory. Your enquiries 
and problems will be dealt with 
promptly, sympathetically, and, of 


o Prudential brings insurance _ course, in the strictest confidence. 
For personal insurance service 


ASK THE MAN FROM THE 


PRUDENTIAL 


if you want— 


SELF-EMPLOYED PENSIONS 
RATED to be the best 


you must consider— 


PROVIDENT LIFE DEFERRED ANNUITIES 

Pensions for the self-employed. Premiums and 4% interest returned on 
earlier death. 

PROVIDENT LIFE PENSION ASSURANCE UNITS 


Pensions for the self-employed with a substantial cash benefit on earlier 
death. The death benefit may be used to secure a widow’s pension. 


PROVIDENT LIFE JOINT PENSION POLICY 


Pensions for the self-employed with widows’ pensions on death at any time. 


Under all these schemes, pension premiums qualify as a full deduction from 
taxable income for income tax and suriax purposes, while the death benefit 
portion of the premium for Pension Assurance Units qualifies as a normal 
Life Assurance deduction. 


ASSOCIATION OF LONDON 
LIMITED Founded 1877 


PROVIDENT HOUSE, 246 BISHOPSGATE, LONDON, E.C.2 
BIShopsgate 5786 


ENQUIRIES INVITED FROM INSURANCE BROKERS 
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Insuring Atomic 
Risks 


ERLIN is a landmark in the London insurance market. 
It.is an atomic reactor built by Associated Electrical 
Industries for research and for demonstration’ to customers 
and it is the first privately owned atomic reactor in Britain 
10 cothe to the insurance market for cover. Merlin will go 
“critical” very soon, and it has been necessary to arrange 
insurance for it some years before the first of the Generating 
Board’s nuclear power stations and even before the govern- 
ment’s regulations for the insurance of atomic plants have 
been presented to Parliament 

The conditions on which the insurance of Merlin have 
been concluded are surprisingly reasonable—roughly in line 
with the terms that might be charged for a chemical plant. 
AEI might fairly argue that potential hazard from Merlin 
is considerably lower than the risk of a chemical plant, but 
the fact remains that the insurance market is dealing with 
unknown risks in atomic energy and it has shown, not 
least in the drastic reduction on the original premium 
asked, initiative and farsightedness of an order that does the 
insurers great credit. 

When an insurance pool was formed by the leading insur- 
ance companies and Lloyds more than a year ago specifically 
to handle atomic insurance, none of its members could have 
had any clear idea what this underwriting might involve. It 
was easy to put a figure on the cost of a reactor but not on 
the damage that it might cause. For their own guidance, 
the companies assumed that a major accident might write 
off the whole installation—say {20-£30 million for a reactor 
and power station—and might involve additional-third party 
claims of up to {10 million. There has since been the 
major accident at Windscale, where fire destroyed beyond 
repair the core of one of the Atomic Energy Authority’s 
two reactors producing plutonium. That episode taught the 
insurance companies two things; that an “incident” 
can destroy a very big plant ; but great material damage to 
the reactor does not lead to devastating third party claims. 
Fire in the Windscale reactors led to nothing worse (on 
present evidence) than the destruction of £70,000 worth of 
milk and third party damage is unlikely, at the outside, to 
have exceeded £100,000, or one-thirty-fifth of the minimum 
value of the burnt-out reactor. 

If this view is right, atomic hazards cease to be night- 
marish and can be assessed much as any other industrial 
tisk. Certainly the government subscribes to this view. 
Some time in the life of this Parliament, and probably in the 
next session, legislation is to be introduced to cover govern- 
ment inspection and licensing of privately owned nuclear 
plants, and also their insurance. The owners of reactors 
would be liable for all third party damage, up to a Maximum 
liability of £5 million. This third party limit is half that 
which the insurance companies had adopted as their own 
rough and ready guide, but five times higher than the sum 
first suggested by the government’s technical advisers. Five 
million pounds is a purely arbitrary figure chosen for psycho- 
logical reasons rather than for any hard actuarial calculation. 
If third party damage in an atomic accident exceeded this 
limit, the event “would almost certainly have to be treated 
as a national disaster with government compensation. 
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The points to be weighed in atomic insurance were 
recently discussed by Mr A. G. Batten, chairman of the 
atomic insurance pool advisory committee. First is the type 
of reactor, some of which are distinctly more exposed to 
risk than others. Then comes its size and the amount of fuel 
it holds. The purpose for which it is being used will govern 
the method of its operation. Detailed points of engineering 
such as corrosion resistance and contro] mechanisms will 
have a decisive part in determining its safety. And finally, 
extraneous matters such as the risk of earthquake or floods 
and the calibre of the local staff will be of signal importance. 


F the insurance companies were restricting their atomic 
I business to this country, or even confining it to British- 
built reactors of the Calder Hall type, the assessment of these 
risks would already be a relatively straightforward business. 
But members of the insurance pool have said in effect that 
they are prepared to insure any type of reactor in any 
country, and they find sharp differences of opinion, even 
among experts, about the relative hazards of different reactor 
systems. They have no clear indication as yet, moreover, 
about the attitude of foreign governments towards atomic 
insurance in general, and third party liability in particular. 
At a conference held in London earlier this year, British 
insurers persuaded members of the European insurance 
market to accept the working principle that the owner of the 
reactor should be solely responsible for any third party 
damage so that the insurers would know where they stood.- 
From the United States has come a plea for international 
agreement on the limit to third party liability. 

Meanwhile, the attitude of the insurance market can have 
a decisive effect on atomic export sales. British salesmen, 
and presumably those from other countries, have found 
foreign buyers unwilling to sign orders for big reactors until 
they know first that someone will insure them and secondly, 
what premiums they are likely to charge. Many of the 
British companies in the atomic construction business have 
therefore obtained rough quotations for insuring reactors 
while negotiations for construction contracts are in progress 
and by now premiums must have been quoted for about a 
dozen projects, some power reactors, some research reactors 
and some simply for the handling of atomic materials. No 
one, however, has yet tried to grasp the hazardous problem 
of providing insurance for atomic shipping. With the keel 
laid for the first nuclear merchant ship, the marine insurance 
market will have to reach a decision about cover for atomic 
shipping fairly soon. 





TABLE Vill.—PREMIUMS, PROFITS, INTEREST AND 
DIVIDENDS—!I9 OFFICES 
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Profits* and Dividends 
_ | Prem. e- 
Year In- serves 
come* Net Net to 
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* Excluding life, annuity and capital redemption business. 
nian and Guardian now Consolidated. 
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Underwriting in 
the Red 


wo only of the leading insurance companies succeeded 
in making a net profit from non-life business last year 
—and even those profits were much below average. Tables 
VI and XI tell the sorry story. For the second year running 
credit balances from fire insurance were abnormally low, 
several offices being in the red. Accident results were 
patchy ; some offices did better than in 1956 but in total 
there was a loss greater than in the previous year. Transfers 
from marine accounts were also reduced. After overheads, 
which include a considerable cost for pensions, the small 
operating profit from all these underwriting sources earned 
by the nineteen leading offices included in Tables VI and 
VIII was transformed into a net loss of £8.6 million. 

Not one dividend was cut ; indeed five of the leading com- 
panies increased dividend rates. The offices could afford 
this display of confidence for investment income from the 
non-life funds plus (for most composite offices) a share of 
life department profits almost covered both the dividends 
paid and the underwriting losses. But the results were not 
what the companies had hoped for, and it must now be 
asked what went wrong. How long are such losses likely 
to continue ? Insurers are content to plough back under- 
writing profits, but they are not in business to incur under- 
writing losses year after year. 

There was no major catastrophe or series of exceptionally 
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large claims during 1957. The trouble was not a random 
variation from the average experience upon which insurance 
premiums are based : nor was it new. It was just that in 
1957 the problems of 1956 grew more acute. Losses on 
motor insurance almost everywhere, and on nearly all classes 
of business in North America, wiped out the profits from fire 
insurance and from the remainder of the accident depart- 
ment’s business at home and elsewhere overseas. Transfers 
of profit from the marine accounts of the nineteen offices 
have averaged £4 million a year in recent years. Last year 
they fell to £33 million. 

Motor insurance may have just broken even at home in 
1957 with the help of petrol rationing and of sharply 
increased premium rates in the second half of the year. 
This year will bring full benefit from those higher rates, 
but with more cars on the roads every day, still higher 
rates seem inevitable before long if renewed losses are to be 
avoided : motor insurance is still cheap in Britain compared 
with other high traffic density countries. Once again, the 
United States and Canada produced the heaviest losses. 
Fire and accident made $7.8 million in the United States in 
1955 ; last year there was a $58.4 million loss. The results 
from the smaller, but far from insignificant, business in 
Canada were relatively worse even than those from the 
United States. Fierce competition on both sides of the 
border has pared premium rates and led to increased cover 
without adequate charge, whilst claims have become pro- 
gressively more frequent and more costly. In Canada 
substantial increases in motor premium rates are now in 
force. But in the United States, as a leading article in 
The Economist this week shows, rate revision is a slow 
process. 





TABLE IX.—UNITED STATES BUSINESS OF BRITISH COMPANIES ($7000) 










































1955 1957 
} fe . - | 
Branch | Branch | Branch 
c remit- | remit- | remit- 
ow Under- | Invest- | tances | Under- | Invest- | tances Under- | Invest- | tances 
Premiums| writing | ment and Premiums writing | ment and |Premiums; writing ment and 
Profits Earnings*| subsidi- | Profits Earnings*) subsidi- Profits Earnings*! subsidi- 
| aries’ aries | | aries’ 
| dividend: i 








I ooo reece busiatinelin’ 206,043 | 5,302 11,420 | 4,615 
General Accident...........2-++ { 80,023 |. 5,629 4,289) 1,750 
Employers’ Liability ............ | 61,988 |— 59 2,707 | 2,497 
Commercial Union ...........:. | 59,078 |- 128; 4,011: 3,109 
PR aiiiity sina cnednnlencas | 47,183| 708, 2,588; 1,556 
North British & Mercantile...... | 36,523 | 419 2,490 | 1,592 
London & Lancashire ........... 31,251 | 1,140} 1,893 | 1,769 
a a i he | 21,061!— 575/| 1,230] ... 

i i aan tied tc | 16413 |— 564) 947! 228 
London Assurance.......-...0-- 13,307 \- 429 | 830 | 144 
Yorkshire .......cscccesceesees 12,539 |— 770| 590 90 
PD icisrasteceunchosn wed 11,877 |\- 460, 692'— 30 
Royal Exchange .............06. 10,689 |— 538 | 575 |— 776 
Scottish Union & National....... 9,923 |\— 769) 680 169 
Mehck sa pissnwenekodcinea ok 7.763 |— 434| 473) 299 

; | } 

Per WICR IIRION 5. <cc0scescceees 7,389 |— 886 482 | 5 
SOOIEAD Ss cnn se dawn cescawcee 6,667 |— 226 | 397 |— 16 
SNE sis sce aie ines nite sdackineos ars 5,834 |— 37/1! 463 |— 195) 
ceca tincucndtiauchanian’ 5,283 | 521 319 | = 289 
Prudential ..............0.0ee.. 5,214 137) 323) 60 
RIE si co csnunedseesuscednoas 3,146 328 | 235 703 
Eagle Star .........cccccceeeees 2,430 72| ™m 184 | 
NINE Ln 5 siseh wae aekndehdcoinsiee’ 805 44 | ek ues 

Co-operative ..............225. 741 !|— 283 | 3 ‘ 

(a 
NR hic ccdcivinnennveseacsvate wend 7,808 | 37,933 | 18,042 





Source : Best’s Insurance Guide. 






* Gross interest dividends and rents less investment expenses. 
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231,954 -12,506 13,363 5,444 
97,357 — 2,074 . 5,133 | 1,992 
73,549 |— 3,230 | 3,391 | 3,001 
67,746 — 7,578 | 4,382| 2,728 
50,844 |— 4418 | 2686| 238 
' | 
53,583 |— 5,87! | 2,683 | -557 
35,027 |— 3,117 | 1,755 | 928 
314 | 23,596 |— 3,721 | 1,424 
| | 19,905 |— 1,793, 1,116 |— 8 
22,747 |— 4,280 | 1,117 | 22,412 |— 4,341 | 1,125 129 
| i | 

13,309 |— 1,649 652 | 12,455 |— 1,547 | 680 | 90 
12,959 |— 1,517 734 12,847 —1,654 765\— 88 
14.249 — 2,946 585 12,856 — 1,461 635| 299 
9,553 |— 650; 703) 9,889 — 683, TAI 207 
7,916 — 652) 489 | 8,018 — 1,241 533 298 
8,597 |— 850; 488) 9,545 Ss 1,618 488 8 

239 | 1,006 158 | . | | ¢ t 
6,281 |— 66! 488 5,754 |— 373 501 i 
5,894 1S 352 6,439 |— 125; 382} 373 
5,304 |— 145 337 6,125 |- 88, 353 113 
4,086 5,338 |— 271! 253 202 
3,018 3,122 |— 501\ 252 522 
871 1813 |\— 172! 221 12 

520 676 | 10 | 31 wai 
711,783 |~33,504 | 41,036 | 17,047] 770,850 r 58,373 | 42,893 | 17,156 








t Induding Liverpool & London & Globe. t Included with Guardian. 
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IMPRESSIVE FIGURES FOR 1957 
Net New Assurances throughout the World 
£282,083,946 
In Great Britain and Ireland 
{33,196,983 


Total net Assurance now in force 


£2,379,789,039 


SUN LIFE ASSURANCE 
COMPANY OF CANADA 


(Incorporated in Canada in 1865 by Act 
of Parliament as a Limited Company) 


M. Macaulay (General Manager for Great Britain and Ireland) 


141 SUN OF CANADA HOUSE 
COCKSPUR STREET, LONDON, S.W.I 





GUARDIAN 


ASSURANCE COMPANY LIMITED 
(Established 1821) 





SPECIALISTS IN 
EDUCATIONAL POLICIES 


Attractive terms for all classes 
of Life Assurance and Pensions 





Face the future 
with 


PEARL 


¥* assurance 


For more than ninety years the Pearl Assurance Company 
has been rendering a valuable and personal insurance service 
to millions of families in their homes. 

During this time our business has steadily grown so that 
today we are transacting insurance in most parts of the . 
world. This progress has been achieved by a continuous study 
of the everchanging needs of those whom we insure, and 
our Life, Fire and Accident Branches are at YOUR service. 





CHIEF OFFICES: HIGH HOLBORN, LONDON, W.C.1 





ALL OVER THE WORLD 


there are people who are 


““ Insured with the Royal” 


| and who know they can be sure of 
‘ @ Absolute security 
@ An insurance service that 


operates on a world-wide basis 


@ Fair and prompt treatment 
if they suffer a loss 


You too would be well advised to consult 


Res 


Owe oD aa 





Head Office: 68, King William St., London, E.C.4 | 


Telephone Number: MINcing Lane 2555 


q LIVERPOOL : Head LONDON: 
1 North John St., 2 Offices : 24/28 Lombard St., EC3 








COMMERCIAL 
UNION 
GROUP > 


A WORLD-WIDE ORGANISATION 
OFFERING FACILITIES FOR 


INSURANCES OF EVERY DESCRIPTION 


COMMERCIAL UNION 
ASSURANCE COMPANY LTD 


UNION ASSURANCE 
SOCIETY LTD 


OCEAN ACCIDENT AND 
GUARANTEE CORPN. LTD 


BRITISH GENERAL 
INSURANCE COMPANY LTD 


PALATINE INSURANCE 
COMPANY LTD 


EDINBURGH ASSURANCE 
COMPANY LTD 


NATIONAL INSURANCE 
COMPANY OF GREAT BRITAIN LTD 


WEST OF SCOTLAND 
INSURANCE OFFICE LTD 


BRITISH AND EUROPEAN 
INSURANCE COMPANY LTD 


J> >D>DD>>>>DDd dd DDD DD KKKCKKKECEKECE ES 
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Established 1824 


We consider our PERSONAL 
CONSOLIDATED POLICY is the best. 
Ask for particulars. 


THE 


SCOTTISH UNION 


AND 
NATIONAL INSURANCE COMPANY 


London Office: 
Scottish Union House, 25 Bucklersbury, E.C.4 


Head Office: 
35 St. Andrew Square, Edinburgh, 2 


All classes of Insurance are transacted. 


FOR THE SELF-EMPLOYED 


EXCEPTIONALLY GOOD TERMS FOR RETIREMENT 
ANNUITIES PURCHASED BY SINGLE PREMIUM 


Each £100 will provide a man with an annuity of 


AGE AT 
PURCHASE 


PENSION AGE 


The mini num single premium acceptable at the above rates is £200 


Provided he survives to the selected pension age the 

annuity is payable in quarterly instalments in advance 

for five years certain and thereafter for so long as he 

lives. If he dies before the pension age the premium is 

returned. The annuity is approved under the Finance 
Act 1956 Section 22. 


LONDON AND MANCHESTER 
ASSURANCE COMPANY LIMITED 
FINSBURY SQUARE, LONDON, E.C.2 


> 


1958 


Bro dd ddd >>> >> dD DODD DIRRKEKK KEKE EEE CE <€ 


Vv 
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TABLE X.—FIRE AND ACCIDENT SUMMARY 


Accident 


| 
| 1955 1956 ; | 1956 1957 


] 
% ‘Amount % ome % /Amoune % \Amount| % ‘Amount! % 


| 
£000’s £000’ | | £000’s | £000’s | £000’s | £000’s | £000’s | £000’s 
91,959 48-6 | 92,490) 46-9 113,343| 50-0 |122,390, 51-9 [148,880) 55-8 164,358 57-2 [204,863 60-6 229,544 
Commission 41,759 “I | 43,754| 22-2 | 52,258| 23-0 | 53,289) 22-6 | 47,611| 17-8 | 51,120) 17-8 60,256 17-8 | 67,215) 
Expenses and overseas taxes | 43,555 | 46,109) 23-4 | 52,263) 23-0 53,898 | 22-9 | 51,045| 19-1 | 55,503, 19-3 | 64,297. 19-0 69,874 
Increase in reserves for un- | 
expired risks 1,346 3,470; 1-7 5,262| 2-3 3,792 | 1-6 : 7,996! 2-8 | 11,344 3-4 16,757, 4-4 
Profit 10,618 | 11,459} 5-8} 3,553; 1-6] 2,451 | 1-0 : 8,232; 2:9 —2,662'—0-8 —3,517 es 
— |197,282 100-0 226,949 100-0 Pee ps6.970 100-0 287,209 100-0 338,111 100-0 379,873 100-0 
| | | } | | | | } 


Premiums |189,237 
| 


TABLE XI.—UNDERWRITING EXPERIENCE OF 23 OFFICES 


Fire Insurance, 1956-57 Accident and Miscellaneous Insurance, 1956—57 





l 
Company and Year Ratio Ratio Fund | Ratio 
Premiums; Claims (2) Profit (4) | at end of Premiums, Claims | (8) 
to (1) | to(!) | Year * | to (7) 


9 


| Ratio | Fund 
| Profit (10) | at end of 
| to (7) | Year * 
| 
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Employers’ Liability 


29,381 
44,470 


General Accident 


Guardiant 
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Legal & General 


London Assurance 
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Royal (including Liverpool 
& London & Globe) 
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Royal Exchange 
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Scottish Union & National. 
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9,60 
10,329 


226,949 | | 50-0 | ; 338,111 | 204,863 
235,820 | 122,390 | 51-9 379,873 | 229,544 | 60-4 | —3s07 
! 


— 132) 


— 2,662 |— 0-8 | 160,737 


— 0-9 | 178,165 
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c ws Reserves for unexpired risks, estimated liability under outstanding accident and disability claims and additional departmental reserves (where maintained). t+ Including 
aledonian. ' 
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There is no reason to doubt the ability of British insurers 
ultimately to rehabilitate their dollar business, but complete 
recovery will take time. Given good luck—a rare commodity 
recently—this year’s fire and accident underwriting should 
be less unprofitable than that for 1957. But marine depart- 


TABLE XIl.—UNITED STATES BUSINESS OF BRITISH INSURANCE 
COMPANIES AND THEIR AMERICAN SUBSIDIARIES 


$ 000 
Branch 
Total Be ittances 
Year PB oe yom ee 
Income ronts a subsidiaries’ 
dividends 
IES icksee 654,223 21,970 33,234 14,650 
bg POT 651,415 17,483 36,025 15,104 
FP8Ss dives 663,170 7,808 37,933 18,042 
IDSs. oscne 711,783 — 33,504 41,036 17,047 
IPO sscekss 770,850 — 58,373 42,893 17,156 


* Gross interest dividends and rents less investment expenses. 
Source : Best’s Insurance Guide. 


—_ 


ments will almost certainly yield less for some time to 
come. If any offices are disposed to increase dividends next 
spring they will have to weigh carefully the cost of that 
increase against their need to resume the interrupted task 
of building up free reserves in step with rapidly expanding 
premium income. 


Marine Insurance 
Troubles 


N most insurance companies’ accounts of the last year or 
I two the marine underwriter has played the part of 
family breadwinner, and has helped to make good in part at 
least the losses of his less fortunate brethren in the fire and 
accident departments. It is to be hoped that he will not 
be expected to play the role too long, for the immediate 
outlook in marine underwriting is anything but bright. In 
the next few years voyage business may be reasonably profit- 
able ; but in time underwriting the prognosis, whatever test 
may be applied, is bad. The number of competing under- 
writers is at present unusually large. The list of under- 
writing members of Lloyd’s has been lengthening in every 
year since the end of the war, and most of the recruits must 
be in syndicates that write a time account. What is the 
outlook for these newcomers ? In the long run, no doubt, 
good enough ; but when the 1958 account is closed in 1961 
they will probably learn again the old lesson—that the right 
time to start underwriting is not after five or six good years, 
but after three or four bad ones. 

But before the attempt is made to peer into the future 
something must be said about the underwriting of 1957, 
and in particular about one extraordinary and dramatic 
incident—unlike anything that has happened since the 
Napoleonic wars. That incident was the forcible theft by 
the Indonesian government of a great fleet of Dutch boats, 
trading to and about Indonesia. They were insured— 
mainly in the English market—against war ; and the war 
risks covered by the traditional English policy include 
arrest, restraint and detainment of all princes and peoples. 
Exactly why the Indonesian government wanted to arrest 
and detain is not clear ; but it collared as much of the Dutch- 
owned fleet as it could lay hands on, and the aggregate 
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insured value of the spoil was about {114 million. 
That loss (if it had not been averted) would have 
been the largest single claim ever to fall on the marine 
market. By a special clause in the policy there would be a 
total loss if the boats were out of the owners’ possession 
for four months, so whatever was done by underwriters to 
get them restored had to be done quickly. The situation 
looked bad, but an embassy of underwriters-turned- 
diplomats flew to Indonesia and persuaded the government 
to hand the ships back a few days before D-day. It was a 
close run thing, and the men that won over the Indonesian 
government have put the market under a tremendous debt 
of gratitude. As it is there will remain a claim for particular 
average of anything up to £1,500,000—a nasty loss, but 
dwarfed by the thought of what might have been. 

The published accounts of the companies’ marine depart- 
ments are not the most illuminating of documents. One 
year’s premiums are mixed up with another’s and the claims, 
from whichever year they spring, are shovelled together, too. 
There is no distinction between income from voyage and 
from time business and without that information the results 
of unclosed years cannot even be guessed at. The figures 
below show the experience of an underwriting syndicate 
Operating a marine account of medium size, made up of 
time and voyage business, with rather more time than 
voyage. They show the ratio of settled claims to premium 
income (a) for voyage and war and (b) for time and aviation, 
separately. They cover the three years of the 1955 account 
now closed, the first and second years of 1956, and the first 
year of 1957, both still open. 


SETTLEMENT PERCENTAGE OF PREMIUM INCOMES 
AS AT END OF YEAR 


1955 account 


First year Second year Third year 
Voyage and War........ 46-22 65-45 76-42 
Time and Aviation ...... 16-13 53 -36 104-31 
s 1956 account 
Voyage and War........ 41-94 65-76 . 
Time and Aviation ...... 20-23 56:77 eee 
1957 account 
Voyage and War........ 39-38 eee eos 
Time and Aviation ...... 24-29 


Looking at these figures one may guess (a) that the voyage 
results would not be as good as they appear if war premiums 
were not included with the voyage ; and (b) that the time 
results for 1955 look worse than they really are because a 
conservative allowance has been made for outstandings. But 
with these qualifications the lesson of the figures is reason- 
ably clear. Voyage business has been just about holding its 
own and time has been deteriorating. 

The margin of profit (if any) in the time underwriting 
year 1955 must be small, and the recent fall in the insured 
value of tonnage is enough in itself to turn a small profit 
into a substantial loss. Indeed, the ups and downs of insured 
values within the last few years have been astonishing. For 
three years they were rising sharply—some by as much as 
eighty per cent. The volume of premiums coming to under- 
writers did not rise pro rata, but on an agreed formula which 
took account both of the “ all-risks ” and of the “ total loss 
only ” rates. Nevertheless the gross increase was substantial 
and it supplied underwriters with funds to pay for repairs 
which were constantly growing more costly. Time under- 
writing consists fundamentally in guessing right what ship 
repairs will cost in one and two years’ time, and fixing rates 
accordingly ; and an increase in a ship’s insured. value during 
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Yorkshire for.. 


Everything ! 


For Cheese and Chocolate. Cliffs and Coal. 
Dales and Dialect. Farms and Foundries. 
Horses, Hounds and Ham. Minsters and Mills. 
Moors and Monasteries. Pennines and Pudding. 
Potholes and Parkin. Wolds and Woollens. 
(Not forgetting a little Cricket.) Everything 
indeed, and all of the best. 


including 


YORKSHIRE 
INSURANCE 


THE YORKSHIRE INSURANCE COMPANY LTD 


Chief Offeees: St. Helen’s Square, York. Becket House, 36/37 Old Jewry, London, E.C.2. 


THE 
Permanent 


SICKNESS 


InsurANcE 


COMPANY LIMITED 


specialises in Permanent* Sickness 
and Accident Insurance for business 
and professional men and women. 


* Permanent Sickness and Accident Policies 
cannot be cancelled by the Company on 
account of heavy claims. 


Write today for full particulars to :— 


THE PERMANENT SICKNESS INSURANCE CO. LTD. 
3 CAVENDISH SQUARE, LONDON, W.1 
Telephone : LANgham 0341 (4 lines) 





17 


a 


Sah 
. 
ar) 

HH 
Hh De 





|Protection 


The desire for protection is as strong in man now as 
it was in the primitive beginnings of time. But today, 
man can have the added protection of Life Assurance 
to safeguard his security. In this way, the unknown 
future can be faced with confidence. 

Whether you need the protection of Life Assur- 
ance for yourself or others, you’ll find it a good idea 
to contact a Scottish Mutual representative first. 
Write to: 


The Scottish Mutual 


Assurance Society 


HEAD OFFICE: 109,ST. VINCENT STREET, GLASGOW, C.2 


rr) 
rr 
mon 


‘\———— 
i 
rn 
Cy 


SW 
PEree 
et 


‘4% 


ue 


¢t 











18 


THE ECONOMIST JULY 12, 1958 





















& 
TOWER 
OF 
STRENGTH 


EST. 186] 
ASSETS EXCEED £137,000,000 


Royal London 
MUTUAL INSURANCE SOCIETY LTD. 


ROYAL LONDON HOUSE, 
FINSBURY SQUARE, E.C.2 


The North British Group 


caters for all Insurance needs 


Enquiries will be 
welcomed by ... NORTH BRITISH & MERCANTILE 
INSURANCE COMPANY LIMITED 
| 61 Threadneedle St., London, E.C.2 

or its Associated 


* 
Ojfices ... THE FINE ART & GENERAL 
INSURANCE COMPANY LIMITED 
64 Cornhill, London, E.C.3 
: + 
THE OCEAN MARINE 
INSURANCE COMPANY LIMITED 
37 Lime Street, London, E.C.3 
* 
RAILWAY PASSENGERS 
> 3 SS ASSURANCE COMPANY 
64 Cornhill, London, E.C.3 












@ FAMILY INCOME - PENSION 
@LIFE> ENDOWMENT 


@ HOUSEHOLDERS’ COMPRE- 
HENSIVE - FIRE 


| @ PERSONAL ACCIDENT 
@ BURGLARY 
@ PLATE GLASS 





Over a Century of Insurance Service 











SCOTTISH PROVIDENT 





INSTITUTION WILL YOU GET A PENSION? 
Save People not in pensionable employment are now 
able to provide themselves with a pension on very 
EK; ST ATE DUTIE ~ favourable terms. 
In view of the widely differing circumstances 
by effecting 


of the individuals concerned, we have designed 


two separate forms of contract, of which one or 


A TRUST POLICY 


for the benefit of your heirs 


the other can be adapted to suit most requirements. 
Write for our booklet ‘“‘Your Pension— Which 


Way ?” for full details of these two plans. 





Full particulars can be had from 
6 ST. ANDREW SQUARE, 
EDINBURGH, 2 
or any of the Institution’s Branches 


UNITED KINGDOM PROVIDENT INSTITUTION 


for Mutual Life Assurance 


33-36 Gracechurch Street, London, E.C.3, 
Tel: Mansion House 6543 


S 


RRR 
1840 


FUNDS EXCEED £44,000,000 


tam a - 
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the currency of a risk is obviously valuable. Now the upward 
movement has come to an end ; insured values have begun 
to fall ; and premiums instead of going up on an approved 
scale are coming down. But there is no reduction in ship- 
repairers’ costs. 

It is a mercy that the time market is probably 
better organised now than it was in former recessions. In 
the nineteen twenties, when tonnage values fell all round, 
there was a-scramble for business arnong underwriters and 
the smaller men found they were being starved. The result 
was that the joint hull agreement collapsed and some under- 
writers had five bad years—to the discomfort of their names. 
Today the agreement seems to be firm and that particular 
line of trouble may be avoided. Another ray of hope is that 
as ships are laid up and cease to be insured (except for the 
laying up risks) more bad tonnage than good should leave 
the open sea for the haven. Underwriters may perhaps 
find that the improved average quality of the risks in their 
books does something to offset the effects of the reces- 
sion, the higher costs, and the falling premium income. 


Income Benefit 
Policies 


IFE assurance creates an estate at the stroke of a pen. 
The trouble is that some of those who most need to 
create an estate find it hardest to save the annual premium. 
The young family man needs a really large sum assured, and 
his capacity to save is often exhausted when he has paid 
his pension contribution and his house purchase mortgage 
interest and repayments. The special income benefit policies 
that a number of life offices now issue have been tailored to 
the need of a. young man with responsibilities and little 
income to spare. 

Income benefit policies are life assurance stripped of the 
investment element ; the premium buys maximum protection 
against premature death and nothing else. The assured in 
effect buys the right for his dependants to enjoy a fixed 
income per annum until a certain date in the event of his 
death before that date. Each year he lives reduces the 
amount for which the insurance company is at risk, and if 
he outlives thé final date, he has nothing to come. 

It has taken two decades to persuade the life offices that 
they could safely draw the logical conclusion from their 
favourable experience with income benefits grafted on to 
traditional types of policy and assure the premature death 
tisk alone. This particular risk, incidentally, forms much 
the smaller element in the cost of most endowment assur- 
ances ; the bulk of the premium goes to pay for the 
capital sum that the assured will receive on maturity. 
Table XIII shows how far the two dozen or so offices that 
have so far taken the plunge are prepared to go. It includes 
only those offices that apply the whole of the premium to 
death cover alone, so that there is nothing in hand to provide 
a payment at the end of the policy term or on prior dis- 
continuance ; other offices (and some of the offices in the 
table) also issue income benefit policies carrying a maturity 
benefit. The specimen annual premium of £12—little more 
than a packet of cigarettes a week—enables a fit young man 
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to insure the equivalent of £7,000. This is bargain base- 
ment life assurance that might have been expected to attract 
wider support. The true sum assured is only about two- 
thirds of the discounted “income” because there is an 


interest element as well as a capital repayment element in 
the calculation. 


Income payments under these policies are in fact instal- 
ments of capital and are not taxed. Expenses have to come 
out of the modest premium, and therefore the premium is 
higher than it would be for the same income cover added on 
to a normal life insurance policy. Nevertheless, separate 
income benefit policies give useful cheap cover for a number 
of years that may exceed 25 and run up to an age that for 
some offices exceeds 70. 


TABLE Xill.—INCOME BENEFIT POLICIES 


Basis : An annual premium of £12 paid by a life aged 30 next birthd 
who is assurable at tabular rates. ~ 

Benefit : An ‘‘ Income Benefit ’’ payable from the date of death until the 
end of 25 years from the start of the assurance. 





| 
| Number | Maximum 
} 


Benefit of age 
Office per annual to which 
annum* premiums! cover is 

payable given 


| 
| 
i 





Commercial Union................ 245 20 70 
Confederation Life ..............65 186 20 70 
WEG ercccckdscawscatencakae 156 18 (c) 
CQUNNN a soc dec ccccwvectssceces 188 wae 

GIN ncdnd céceGecicedcecdenes 281 22 None 
RMI GINO icc cca ictdkecdcstae 218(a) 25 70 
Life Association of Scotland........ 256 20 None 
ROG PPADS 6 0 ici Kaddcccccce 219 18 75 
ONG 25 daccdventsednaveot 171(b) 17 65 
Ce PUNIINN Sd ccccecasedcee cs 222 1s 65 
National Mutual of Australasia ..... 233 20 75 
National Provident................ 169 17 None 
North British & Mercantile........ 221 17 None 
PRPONOUO Side cwcedeeicccdédasdussé 244 18 75 
a eee are 282 25 75 
PUN buh Seteicucticdewaduscees 210 20 75 
PU ININN ao oud CRA dsewedte Cubes 228 20 70 
Royal (also Liverpool & London & 

DOUG a < Nek Ch sndewedeetitecece 235 20 70 
Royal Exchange....... ssessensedes 186 17 None 
Scottish Amicable..:...........000. 207 20 65 
Scottish Equitable............ maitee 228(a) 25 70 
Rr ae ae 207 22 None 
Section PrOWIGERE «6.2 ccccccccccse 206 20 65 
Scottish Union & National ........ 224 20 70 
SOREN VOCE coc ce bicestcicnue 231 20 65 
Wesleyan & General.............. 174 20 70 


t 





* Usually payable quarterly. (a) Benefit payable for 3 years if death 


occurs at any time during last 3 years of policy. (b) Plus £64 immediately 
after death. (c) Not stated. 


Benefits offered under these policies vary considerably 
betweén the different offices, and not all of them issue 
explanatory leaflets, which may suggest that they are not all 
equally keen in seeking such business. Another possible 
reason for its slow progress is that the commission allowed 
to brokers and agents is considerably less than on a whole 
life or endowment policy carrying the same premium. Com- 
parison of the benefits offered by different offices is com- 
plicated by variations in the premium paying period ; this 
ranges from 16 years to the whole term of the policy. The 


premium attracts the usual income tax rebate, now 17 per 
cent. 
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UNITED 


A SIMPLE 
PENSION SCHEME 

FRIENDLY 
INSURANCE COMPANY, LTD. 






which does not require any Trust Deed 


or Rules and yet preserves the full tax 







benefits to both Employer and Em- 


| ployee. Particularly suitable for small 





LIFE, FIRE, BURGLARY, 
SICKNESS, PLATE GLASS, 
HOUSE PURCHASE, 
ENDOWMENTS, Etc., Ete. 


firms. 
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Write for descriptive booklet to the 


WESLEYAN & GENERAL 


ASSURANCE SOCIETY 


STEELHOUSE LANE + BIRMINGHAM 4 


R. C. BALDING, 


Managing Director. 






42 Southwark Bridge Road, 
London, S.E. 
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On the dearth of Immortals 


“ O, King, live for ever !” the people cry. But under present imperfect arrangements even 
kings never quite manage to bring this off. The people’s chances aren’t too bright, eithes, 


Crown and sceptre, umbrella and briefcase, all have to be laid aside in time. 














The analogy is not exact. National revenues, after all, go on. Private revenues 
are apt to dwindle and stop ... Unless the breadwinner pauses in his 
breadwinning to think : to think ahead to the day when, incredibly but inevitably, 

someone else will be going through the papers in his writing desk, his deed box, 
his office drawer marked “ Private”. To find what ? With luck, a safeguard 





for the years to come. An assurance not only of income today, but capital tomorrow. 





The SAFEGUARD POLICY means continuing security for your 
dependants when you are no longer on hand to see to it. It means 
material comfort for them in the future ; spiritual comfort for you in the present. 


And all for a small additional premium to either Endowment or Whole Life Assurance. 


Full particulars, with illustrations of how the SAFEGUARD POLICY works, 
may be had from 


LEGAL & GENERAL 


ASSURANCE SOCIETY LIMITED 








CHIEF ADMINISTRATION: 188 FLEET STREET, LONDON, B8.C.4 


